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Related Applications 

This application claims priority from U.S. Provisional Application No. 60/166,558, filed 
Nov. 19, 1999, the disclosure of which is herein incorporated by reference. 

Field of the Invention 

This Application relates to a new process for the purchase (buying) and redemption 
(selling) (collectively, "trading") of shares of mutual funds (i.e., share of open-end investment 
companies), known in this appUcation as Exchange (and Market) Listed Fund ("ELF") shares. 
More particularly, the application relates to placing orders for the purchase and redemption of 
the shares of any participating mutual fund, by any customer of any Member Firm of a Securities 
Exchange or Market Participant of a Securities Market, for end of the day, or periodic, settlement 
at the fund's Net Asset Value ("NAV"), or clearing price. 

Background of the Invention 

Currently, traditional actively managed mutual funds are not listed on Securities 
Exchanges, or Securities Markets, or electronic communications networks ("ECNs") 
(collectively, "Exchanges"), for intra-day, or end of day trading, because (1) Exchanges have 
traditionally been markets for the intra-day price discovery of their listed securities among their 
Member Firms or Market Participants ("Member Firms") and their Member Firms' customers; 
and (2) traditional mutual funds, whether 'load' or *no-load' funds, are purchased or redeemed 
after the calculation of the fund's NAV, which is usually computed at the end of the trading day. 
NAV represents the total assets owned by the fund, less the total liabilities, divided by the 
number of shares outstanding. In practice, investors may invest in mutual funds by dollar 
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amount (and may receive fractional shares) or number of shares. Share prices are calculated at 
end-of-day, on the basis of the NAV of the fund after the ftind's daily securities transactions 
have been applied. A typical fund purchase or redemption transaction would take place after 
calculation of NAV. A customer might place an order for $1,000 of a fund with a $10.00 NAV 
per share, or order 100 shares of that fund at a cost of $1,000. The majority of fund shares, and 
monies due, are then cleared and settled through a Fund/Securities Clearing Agent (e.g., 
Fund/SERV and the National Securities Clearing Corporation CTSFSCC") ). 

Although specific brokerage firms do provide their customers with daily purchase and 
redemption services for mutual fund shares through their fund supermarkets or proprietary fund 
distribution systems, there are various shortcomings with such services. Such firms generally 
allow only selected funds into their systems and offer either 'no-load' funds with 'no transaction 
fees' or 'transaction fees', or 'load' funds to their customers. Fund supermarkets that offer 'no 
transaction fee' funds to investors generally charge those mutual funds and/or their investment 
advisers/distributors annual asset-based fees of up to 35 basis points (e.g., .0035bps X $1,000 of 
assets = $3.50 per year). Often all or a portion of these fees are deducted from a fund's NAV, 
resulting in a lower investment return for investors than might otherwise be the case. Fund 
supermarkets that offer 'transaction fee' funds generally charge investors higher fees to purchase 
or redeem 'no-load' mutual fund shares than to make regular stock trades. Sales 'loads' charged 
by brokers could cost investors a relatively significant percentage of their fund purchases. 

Summary of the Invention 

It is the object of this invention to overcome some of the disadvantages of the prior art by 
creating a more open, uniform and efficient system for mutual fund distribution which is 
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available to all investors and industry participants. The system and method allows any customer 
of any Member Firm of an Exchange to place purchase or redemption order(s) for Exchange 
listed mutual fund (ELF), shares, at any time such firm allows placing of such orders, via an 
Exchange, for end-of-day, or intra-day, settlement at NAV, or clearing price. 

It is another object of this invention to provide a system with universal connectivity 
among all investors and industry participants such that any investor may purchase or redeem any 
ELF share, through any Member Firm of which the investor is a customer, at any time such firm 
allows placing of such orders. 

It is a further object of the invention to provide a system that provides the fund industry 
with a standard asset-based distribution and compensation system that may lower the annual fees 
charged to participating funds and/or their advisers/distributors and/or their investors by Member 
Firms, and that may lower investors' fund transaction fees to levels at or below their Member 
Firms' standard stock commissions. 

There is thus the need for a system that increases mutual fund distribution among more 
investors and industry participants, reduces fund expenses and lowers distribution costs for 
funds, their investment advisors/distributors, and investors (thus increasing investor returns). 
The system is open to all funds that want to participate; all funds with assigned securities 
symbols (e.g., those 5 character symbols with suffix 'X' currently assigned to fimds by the 
National Association of Securities Dealers Automated Quotation ('^Nasdaq") ), or other symbols 
assigned by other assignment entities (e.g.. Exchanges), representing such fund shares, are 
eligible to participate. 
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Thus in accordance with the invention there is provided a system for processing mutual 
fund order messages, including piu-chase and redemption transactions, comprising a server for 
receiving order messages from at least one of a plurality of designated Exchanges, reformatting 
the order messages and transmitting the order messages to at least one of a plurality of 
Fund/Securities Clearing Agents for confirmation, clearing and settlement. 

Moreover, there is provided a method for processing mutual fund order messages, 
including purchase and redemption transactions, comprising the steps of receiving order 
messages fi-om at least one of a plurality of designated Exchanges; 

reformatting the order messages; and transmitting the order messages to at least one of a plurality 
of Fund/Securities Clearing Agents for confirmation, clearing and settlement. 

Fiuther, in another embodiment of the invention there is provided a method for 
processing mutual fimd order messages, including purchase and redemption transactions, 
comprising the steps of receiving order messages at an Exchange fi-om at least one Member 
Firm; matching and executing order messages; and transmitting the matched and executed order 
messages to at least one of a plurality of Member Firms for confirmation and to at least one of a 
plurality of Funds/Securities Clearing Agents for clearing and settlement. 

Brief Description of the Drawings 

The accompanying drawings, which are incorporated in and constitute a part of the 
specifications, illustrate preferred embodiments of the invention and, together with the general 
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description of the preferred embodiments given below, serve to explain the operation of the 
invention. It should be understood that the invention is not limited to the embodiments disclosed 
as examples, and is capable of variation v^ithin the scope of the appended claims, hi the 
drawings, 

FIG. 1 represents a system for trading exchange listed funds, in accordance with the invention. 

FIG. 2a represents methods for trading exchange listed funds using the system of FIG. 1. 

FIG. 2b represents method for NAV trading of exchange listed fimds using the system of FIG. 1. 

FIG. 2c represents method for Intra-Day trading of exchange listed funds using the system of 
FIG.l. 

FIG. 3 represents a prior art example of a standard Exchange Equity Order Entry Form(at). 

FIG. 4 represents a prior art example of a Fund Order Entry Form (e.g., a Fund/SERV Order 
Form) 

Detailed Description of the Drawings 

Referring to Fig. 1, any Investor 100 using the system can place orders to purchase or 
redeem ELF shares through one or more Exchange(s) 300 via any registered broker of an 
Exchange Member Firm 200. Moreover, all participating funds listed on the Exchange(s) and 
their fund (ELF) shares, are available for sale by all Member Firms 200. Mutual funds aheady 
having designated securities symbols, or other assigned representative symbols, qualify such 
funds to be Exchange Listed Funds (ELFs). Investor 100 can purchase ELF shares of all 
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participating funds through their Member Firms 200 as a securities trade, and pay a traditional 
commission (e.g., a stock commission) or other fees for broker services (e.g., asset based fees). 
Funds and their advisers/distributors may pay the Exchange and/or any other entity set up for this 
purpose a Hsting fee, an annual asset-based fee based on ELF share assets outstanding, and/or 
transaction fees. Further, an Investor 100 may pay a lower 'transaction' fee (e.g., a regular stock 
trade 'commission') per order to a Member Firm 200 for ELF share purchases and/or 
redemptions than they now pay in 'transaction fees' to purchase 'no load' funds or sales 'loads' 
to purchase 'load' funds. 

With reference to FIG. 1, an Investor 100 wishing to purchase or redeem ELF shares 
communicates with a Member Firm 200 in any of a number of ways via a conraiunications 
channel 900, including using a telephone, facsimile, personal computer over a Wide Area 
Network (WAN) such as the Internet, wireless or other type of input device, in person, etc. 
Communication channel(s) 900 may be any one of local area network (LAN), wide area network 
(WAN), wireless application protocol (WAP), dedicated lines, satellite or any other device or 
system for transmitting electronic data in a timely fashion. The communication channel(s) 900 is 
to and from, and among, Investors 100, Member Firms 200, the Exchange(s) 300, ELF System 
Server 400, the ELF Web Server 450, the Fund/Securities Clearing Agent 600, the 
Funds/Transfer Agents 700 and/or their Distributors (not shown), and the Depository 800. 

Although one Investor 100, one Member Firm 200, one Exchange 300, one ELF System 
Server 400 one ELF Web Server 450, one ELF Database 500, one Fund/Securities Clearing 
Agent 600, one Funds/Transfer Agent 700 and one Depository 800 are shown, it is understood 
that any number of Investors, Member Firms, Exchanges, ELF Systems Servers, ELF Web 
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Servers, ELF Databases 500, Fund/Securities Clearing Agents, Funds/Transfer Agents and 
Depositories may be embodied in accordance with the invention. 

The Investor 100 device, ahhough not illustrated in Figure 1, further includes software 
such as an operating system necessary for operation of the computer system and various 
applications and hardware such as central processing unit and hard disks. The Investor 100 
device still fiirther includes hardware (not shown) such as a modem, a Local Area Network 
(LAN) adapter, etc., for executing a data communication with the Member Firm 200 computer 
system. 

The Member Firm 200 uses a computer including a data entry device or electronic 
communications link with Investor 1 00 to ticket an ELF share order and create and log the 
Investor's 100 order into the Member Firm's 200 computer. The data entry device includes but is 
not limited to a keyboard, voice, bar code scanner, etc. Member Firm's 200 computer 
communicates with the Member Firm's 200 pre-existing customer and trading systems that 
comprises a database of customer and trade information. Member Firm's 200 computer includes 
interface systems and programs, not shown, that support communications with Investor 100, 
Exchange 300, ELF system Server 400, ELF Web Server 450, Fund/Securities Clearing Agent 
600, Funds/Transfer Agents 700 and Depository 800 via communication channels 900, which 
may comprise separate channels between the various listed participants. 

Member Firm's 200 pre-existing computer system electronically transmits ELF orders to 
the designated Exchange 300, via communication channel 900. The designated Exchange 300 
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forwards the ELF orders to the ELF System Server 400 via communication channel 900. The 
ELF System Server 400 stores trade related information on ELF Database 500, which may be 
accessed through connection to ELF Web Server 450. Although the ELF System Server 400 is 
shown as being located locally on the premises of an Exchange(s) 300, it may be located at a 
remote location(s), under the control of the Exchange(s) 300 and/or any other entity set up for 
this purpose. 

The ELF System Server 400 receives order information from Member Firm 200 by Fund 
700, type of order, and time of entry, etc. The ELF System Server 400 processes and transmits 
order information to the ELF Database 500, updates same, and allows access by ELF Web 
Server 450. Member Firm 200 and Funds 700 (and other ELF System Participants) may identify 
and follow their ELF orders through password protected inquiries, via the ELF Web Server 450. 
The ELF Web Server 450 may publish ELF market information such as ELF's NAV, intra-day 
trading volume, any NAV changes reported and other information in real-time, or summarized, 
over a network such as the Intemet, for public access, in addition to password protected access 
by designated Participants. The Exchange 300 trading system also gives Member Firm 200 
access to ELF order status via the customer services facilities currently employed by the 
Exchange(s) 300 for other Exchange 300 traded securities. 

It is imderstood that an Exchange(s) may allow broker/dealers (not shown in FIG. 1) to 
act as intermediaries to be responsible for the capital commitment and legal and operational 
requirements which effect securities transactions (e.g., transactions in ELF shares as well as 
other securities). 
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The ELF System Server 400 may include several processors (not shown) coupled 
together. The ELF System Server 400 electronically reformats the ELF standard Exchange 
Equity Order Entry information (FIG.3.) into the Fund Order Entry Format (see FIG.4.), and 
transmits that order information to the Fund/Securities Clearing Agent 600, in real-time, single, 
batch, or multi-batch, throughout the day, or at the end of the day for execution, confirmation, 
and clearing, once or more per day, and settlement, at NAV, once or more daily. Moreover, the 
ELF System Server 400 and ELF Database 450, via ELF Web Server 450, provides Member 
Firms 200 with access to real-time, and/or sunmiarized information related to submitted orders. 

The Fimd/Securities Clearing Agent 600 electronically forwards, individual, or netted, 
ELF orders to individual Funds / Transfer Agents 700, via communication channel 900 for 
processing, confirmation, clearing and settlement. 

Funds/Transfer Agents 700 transmit electronic payments of cash dividends and/or 
dividend reinvestment (consisting of income and/or capital gains and/or return of capital) 
payable by Funds 700, via communication channel 900 to the appropriate Member Firm's 
Fund/Securities Clearing Agent 600 account via the Fund/Securities Clearing Agent 600. Such 
dividend information may also be routed to the ELF System Server 400 by Funds/Transfer 
Agents 700, or by a fiind NAV reporting agent (e.g., Nasdaq), for tabulation of ELF information, 
including, but not limited to correct calculation of each fund's NAV, calculation of ELF total 
returns and ELF assets held at each Member Firm 200. 
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An additional method for distributions of dividends is through Depository 800. In 
particular, ELFs may be designated Depository 800 Eligible Securities (e.g., currently designated 
by the Depository Trust Corporation). Alternatively, a bridge communications channel 900 Hnk 
may be created between Depository 800 and the Fund/Securities Clearing Agent 700 so that 
dividends payable by Funds / Transfer Agents 700 are first paid to the Depository 800 and then 
transferred to the Fund/Securities Clearing Agent 600 for distribution to Member Firms 200 
holding ELF shares. 

Referring to FIG. 2a, 2b, and 2c, a description of the preferred embodiment for practicing 
the method of the invention using the system of FIG. 1 is shown. In particular, in the 
embodiment shown, ELF shares are purchased or redeemed (via Member Firm 200, Exchange 
300, ELF System Server 400, Fund/Securities Clearing Agent 600) directly from the Fund 700, 
after calculation of NAV, and may also be traded intra-day, as stock, closed-end funds and 
Exchange traded fiinds are traded today. In this parallel, integrated system of NAV Trading and 
Intra-Day Trading, the ELF symbol is preferably a fiind's currently assigned 5 character symbol, 
or is an assigned symbol (e.g., ELF Depository Receipts, each share representing beneficial 
ownership in a single share of a specific mutual fiind). 

With reference to Fig. 2a, in step 1, an Investor 100 wishing to purchase (buy) or redeem 
(sell) ELF shares communicates with the Member Firm 200 to place an order for a specified 
dollar or share amount of a specific fund. 
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In step 2, the Investor 100, or Member Firm 200, completes an ELF share order ticket, 
using a data entry device, or via electronic communications link, to create and input the 
Investor's 100 order into the Member Firm's 200 computer. The Investor 100 places the order as 
he or she would traditionally place orders for Usted securities, e.g., specifying an ELF security 
symbol, currently five (5) characters ending with the suffix 'X', or another designated symbol, 
the number of shares (or dollar amount if supported by Member Firm 200 order entry system), 
limit price (if applicable), type of order (e.g. good until cancelled, good through the day of entry, 
opening only, immediate or cancelled, good imtil executed, etc.) and other information that may 
be requested or required by Member Firm 200 and Exchange 300. 

In step 3, the Member Firm 200 uses the firm's pre-existing trading system to process the 
order. The Firm's pre-existing trading system formats the data of such order(s) according to the 
requirements of the then current commxmications facility and/or routing systems (e.g., currently 
the Securities Industry Automation Corporation (SIAC) for the New York Stock Exchange and 
the American Stock Exchange, or other such services as those used by Nasdaq or other 
Exchanges), which electronically link, and provide commmiications channels 900 and means by 
which the Member Firms 200 transmit and receive securities order information to and fi*om the 
designated Exchange(s) 300 on which the ELF shares are listed and traded. A prior art example 
of a standard Exchange Equity Order Entry Format is shown in FIG. 3. 

The Member Firm's 200 securities trading system then electronically transmits ELF share 
purchase or redemption orders, as regular securities trades with assigned symbols, via the 
communication channels 900 to the designated Exchange(s) 300, as they would a traditional 
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securities order, or by such other means as are operationally efficient (e.g., if the Member Firm 
200 had netting/crossing capabilities, they might only transmit/route netted/crossed orders to the 
designated Exchange 300). 

In step 4, the designated Exchange's 300 order processing system would identify the 
transaction(s) as an ELF transaction(s) based on the ELF symbols (e.g.. the current Nasdaq five 
(5) character symbol with an 'X' appended thereto, or by an ELF fund symbol look-up table), 
and determine whether to route such orders to the ELF NAV trading system, or to the ELF Intra- 
Day trading system. ELF orders for NAV Trading are routed to the ELF System Server 400 
(FIG. 2b) and ELF orders for Intra-Day Trading which remain within the Exchange market for 
matching and execution (FIG. 2c) and, if applicable, later routed from Exchange 300 to ELF 
System Server 400 for NAV Trading. 

Referring to FIG. 2b, method of NAV Trading using system in FIG. 1 is described. 

In step 5 of FIG. 2b, ELF System Server 400 receives all ELF orders for NAV trading 
including ELF orders which have not been executed as a matched trade on the Exchange 300, 
from the Exchange 300, periodically (if applicable), or at the end of the day. 

In step 6, the ELF System Server 400 records ELF orders from Exchange 300 (step 5), 
and receives and records additional ELF purchase and redemption orders from Exchange 300 
(FIG. 2c, step D) for end-of-day, or periodic (if applicable), NAV Trading. The ELF System 
Server 400 processes any updates or actions against such related orders in the ELF Database 
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500. The ELF System Server 400 uses software to create a duplicate copy of the information 
received in the designated standard Exchange Equity Order Entry Format (FIG. 3). The ELF 
System Server 400 stores current, historical, and other information pertaining to, and totals of, 
ELF purchase and redemption orders by Member Firm 200 and by Fund 700, by date, including 
but not limited to gross purchase and redemption orders and net Fund positions, including 
dividends, of each Member Firm, in the ELF Database 500. The ELF System Server 400 uses 
applicable softv^are programs to perform calculations, sorting and tabulation of records and 
creation of reports based upon data to be transmitted to, and/or received from, ELF Database 500 
through communications interface with ELF System Server 400. 

hi step 7, the ELF System Server 400 reformats the ELF order information received from 
Member Firm 200 in standard Exchange Equity Order Entry Format into the data formats 
required by the Fund Order Entry Form (example in FIG. 4), and such reformatted order 
information is electronically forwarded to the Fund/Securities Clearing Agent 600 in real-time, 
single, batch, or multi-batch, throughout the day, or at the end of the day, through established 
electronic communication channel 900 to the Fund/Securities Clearing Agent 600 for execution, 
confirmation, clearing, and settlement, at NAV. 

In step 8, the Fund/Securities Clearing Agent 600 electronically forwards, individual, or 
netted, ELF orders to individual Funds / Transfer Agents 700 for processing and confirmation, 
along communication channel 900 estabhshed between the Fund/Securities Clearing Agents 600 
and the Funds/Transfer Agents 700, in accordance with the Fund/Securities Clearing Agent's 
600 policies and procedures. 
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In step 9, Funds / Transfer Agents 700 send electronic ELF share confirmations to the 
Fund/Securities Clearing Agent 600, along communication channel 900 established between the 
Funds/Transfer Agents 700 and the Fund/Securities Clearing Agent 600 in accordance with the 
Fund/Securities Clearing Agent's 600 policies and procedures. 

In step 10, the Fund/Securities Clearing Agent 600 electronically sends confirmation of 
Member Firms' 200 ELF share orders back to the ELF System Server 400 periodically, and at 
the end of the day, according to the Fund/Securities Clearing Agent 600 policies and procedures. 
Such information travels along communication channel 900 established between the 
Fund/Securities Clearing Agent 600 and the ELF System Server 400. 

In step 1 1, the ELF System Server 400 reformats the ELF share order confirmation 
information received fi^om the Fund/Securities Clearing Agent 600 back into the standard data 
formats required by the Exchange 300 and Member Firm 200 communications protocols and 
electronically forwards such order confirmations to ordering Member Firm(s) 200 through the 
Exchange(s) 300, in real-time, or delayed, through communication channels 900 currently 
established for such securities trade confirmation purposes. 

In step 12, the Fund/Securities Clearing Agent 600 provides for automated clearing and 
settlement of confirmed purchases and redemptions of book-entry ELF shares, which are 
registered in street name by the fund, for Fund/Securities Clearing Agent 700 and/or Depository 
800 Participants; money settlement through the Fund/Securities Clearing Agent 600 (e.g., 
currently, NSCC's Daily Money Settlement System), in consolidation with other Fund/Securities 
Clearing Agent 700 Participant settlements to produce a net debit or credit position for each 
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participant every business day, and corresponding ELF share movements via Fund/Securities 
Clearing Agent 600 or Depository 700. 

In steps 13, cash dividends and/or dividend reinvestment (consisting of income and/or 
capital gains and/or return of capital) payable by Funds 700 are remitted through electronic 
payments by the Funds/Transfer Agents 700 to the appropriate Member Firm's Fund/Securities 
Clearing Agent 800 and/or Depository 800 Participant accounts, such dividend information also 
being routed to the ELF System Server 400, or to be received from Fund NAV reporting agent 
(e.g., Nasdaq) for tabulation of ELF information, including, but not limited to correct calculation 
of each fund's NAV, calculation of ELF total returns and ELF assets held at each Member Firm 
200. 

Referring to FIG. 2c, method of Intra-Day Trading using system in FIG.l is described. 

In step A of FIG 2c, ELF orders for Intra-Day Trading may be matched and executed 
through an Exchange market maker or specialist, which w^ould have both sides of a trade, either 
as a principal or representing another Member Firm 200. 

In step B, once the trade is executed as a matched trade, the confirmation information is 
electronically reported to the Member Firm 200, in real-time, single batch or multi-batch through 
communication channel 900 currently established for such purposes. 

In step C, matched and executed ELF trades are reported to the Fund/Securities Clearing 
Agent 600 by the Exchange 300, in real-time, or delayed, through communications channel 900 
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currently established for Exchange traded securities trade confirmation, clearing and settlement 
purposes and to ELF System Server 400 through communication channel 900. 

hi step D, at the end of the day, and/or periodically (if applicable), open ELF orders are 
forwarded to ELF System Server 400 by the Exchange 300 for NAV trading and processing (to 
step 5 of FIG. 2b). 

In step E, all information regarding the executed ELF orders is tabulated and processed 
by the ELF System Server 400 and stored in ELF Database 500. 

In step F, the Fund/Securities Clearing Agent 600 forwards matched ELF order 
information to the Depository 800 with instructions. 

In step G, the Fund/Securities Clearing Agent 600 provides for automated clearing and 
settlement of confirmed purchases and redemptions of book-entry ELF shares, which are 
registered in street name by the fimd for Fund/Securities Clearing Agent 600 and/or Depository 
800 Participants (e.g., money settlement currently through NSCC's Continuous Net Settlement 
System (CNS) and NSCC's Daily Money Settlement System) in consolidation with other 
Fund/Securities Clearing Agent 600 settlements to produce a net debit or credit position for each 
Participant every business day, and corresponding ELF share movements via Fund/Securities 
Clearing Agent 600 or Depository 800. 
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In step H, cash dividends and/or dividend reinvestment payable by Funds 700 (consisting 
of income and/or capital gains and/or return of capital) are remitted through electronic payments 
by the Fund / Transfer Agent 700 to the appropriate Member Firm's Fund/Securities Clearing 
Agent 600 and/or Depository 800 Participant accounts, such dividend information also being 
transmitted to the ELF System Server 400, or to be received from fund NAV calculation agent 
(e.g., Nasdaq) for tabulation of ELF information, including, but not limited to correct calculation 
of each fund's NAV, calculation of ELF total returns and ELF assets held at each Member Firm 
200. 

Having now described a few embodiments of the invention, it should be apparent to 
those skilled in the art that the foregoing is merely illustrative and not limiting, having been 
presented by way of example only. Numerous modifications and other embodiments, including 
combinations of features found in the illustrated embodiments, are within the scope of one of 
ordinary skill in the art and are contemplated as falling within the scope of the invention as 
defined by the claims. 
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